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It is our privilege to present the Comprehensive Annua Financia Report (CAFR) on the operations of
the State of Colorado for the fisca year ended June 30, 1998. This report is prepared by the Office of
the State Controller and is submitted pursuant to Colorado Revised Statutes 24-30-204. The dtate
controller is responsible for managing the finances and financia affairs of the state and is committed to
sound financid management and accountability of state government to its citizens.

We believe the financid statements are fairly presented in dl materid aspects. They are presented in a
manner designed to set forth the financia postion, results of operations, and changes in fund baances of
the various fund types. All required disclosures have been included to assist the members of the Generd
Assembly, the financid community, and the public to understand the sate'sfinancid affairs.

The financid statements contained in the CAFR are prepared in conformity with generdly accepted
accounting principles applicable to government as prescribed by the Governmental Accounting
Standards Board (GASB), and are audited by the state auditor of Colorado. In addition to the generd
purpose financia statements, the CAFR includes: combining financid statements, presenting information
by fund; supporting schedules; certain narrative information describing individua funds, and statistical
tables presenting financial, economic, and demographic data about the State.

The funds and entities included in the CAFR are those for which the state is financialy accountable based
on criteria for defining the financia reporting entity prescribed by GASB. The primary government is
the legal entity that comprises the funds and account groups of the state, its departments, agencies, and
gate funded ingtitutions of higher education. It adso includes certain university foundations that have
been included with the ingtitution that is financidly accountable for the foundation.

Discretely presented in the financid statements are component units, which are legdly separate entities,
for which the dstate's elected officids are financidly accountable. These component units are the
following entities:

Colorado Uninsurable Hedlth Insurance Plan

Colorado Water Resources and Power Development Authority
Denver Metropolitan Mgor League Baseball Stadium District
Univergty of Colorado Hospital Authority

Colorado Travel and Tourism Authority
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Additiona information about these component units and other related entities is presented in this report
in Note I-A of the footnotes to the genera purpose financial statements. Audited financial reports are
available from each of these entities.

ECONOMIC CONDITION AND OUTLOOK

The U.S. Commerce Department reported that real Gross Domestic Product (GDP), the output of
goods and services produced in the United States, increased at an annual rate of 3.3 percent in the
third quarter of 1998. This followed a first quarter increase in real GDP at an annua rate of 5.5
percent, and a second quarter annual

PERCENT CHANGE IN REAL GROSS rate of a modest 1.8 percent. Both

DOMESTIC PRODUCT the second and third quarters
growth were influenced by the

General Motors strike. GDP figures
adjusted for inventory changes were
4.6 percent and 2.3 percent for the
second and third quarter,
respectively.
Overal, businesses turned cautious
in the third quarter though
investments in  new computers
remained strong. Overall, spending
1992 1993 1994 1995 1996 1997 9803 on new equipment increased at alow
1.1 percent annual rate, the smallest
gainin seven years. Spending on new buildings and structures fell at a 6.5 percent annual rate, the
third straight quarterly drop.

1.0

An increase of inventories added a full percentage point to the third quarter increase in GDP. This
was probably unintentional but occurred because final sales dropped to a 2.3 percent annual rate of
growth from the second quarter’'s 4.6 percent pace. The National Association of Purchasing
Management reported that its monthly index of business activity fell to 48.3 in October, from 49.4
percent in September 1998. A reading under 50 percent is a sign of contraction in the industrial
sector. Inflation remainslow. The GDP simplicit price deflator rose at a 0.8 percent annual ratein
the third quarter. That isthe lowest rate since the mid-1960s.

According to the U.S. Commerce Department, the U.S. trade deficit with the rest of the world
surged in August to a record high as the global financia crisis depressed exports for the fifth
straight month. Exports fell by 0.3 percent in August while imports rose by 2.2 percent. U.S.
manufacturing is now operating at just alittle over 80 percent of capacity, the lowest in five years.

The U.S Department of Labor reported that wages and salaries paid to U.S. workers rose by 3.7
percent in the twelve months ending September 30, 1998. Strong wage growth in the last year was
the result of a very low unemployment rate. Last April and May the unemployment rate had sunk
to a 28 year low of 4.3 percent, and has risen only slightly since then to 4.6 percent in September.

The U.S. economy continues its unprecedented expansion because of the willingness of consumers
to continue spending. Personal income rose a modest 0.2 percent in September. The smallest
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increase since November 1994. Spending, however, increased a strong 0.5 percent resulting in the
worst showing for savings since the U.S. Commerce Department started tracking the savings rate
on a monthly basis in 1959. The savings rate, savings as a percentage of after tax income, was a
minus 0.2 percent in September. So far in 1998 the savings rate has been running at 0.6 percent,
down from 2.1 percent in 1997 and

2.9 percent in 1996. Over the past PERSONAL SAVINGSASA PERCENT OF
four years, households have been DISPOSABLE PERSONAL INCOME
raising their spending faster than 10.0-

their disposable income. Rising

housing prices and rising stock 8.0

investments have added tremendous P

wealth to household balance sheets. = 60|

This, dong with low unemployment c

rates, has resulted in al time high Ej 407

rates of consumer confidence, and T

high confidence in the future sup- 2.0

presses the inclination to save. 0.0 m*
Unemployment in Colorado rose to 1980 1982 1984 1986 1988 1990 1992 1994 1996

3.5 percent in September 1998, from

a 21-year record low of 2.8 percent in January 1998. Employment though, reached a record 2.2
million jobholders even though the manufacturing sector lost 1,300 jobs in September. Colorado
manufacturing is feeling the effects of the Asian crisis and employment in that sector has barely
registered a gain for the year.

The Colorado residential housing
market is experiencing continued COMPONENTS OF COLORADO'S
strong growth. Housing starts have POPULATION CHANGE

seen their value increase by 15

percent from last year and should be ~ 150,000 |
up for the rest of 1998. In-migration
remains strong, aong with job
growth, as the main drivers of
Colorado’'s economic  expansion.
Migration should remain strong in
1998 with a forecast of 38,000
increase in net migration. Colo-
rado’s population growth in 1998

[ Net-Migration
W Deaths
100,000 {| © Births

50,000

. (50,000)
should be approximately 1.8 percent, 1988 1990 1992 1994 1996

amost double the U.S. population
growth rate of 1.0 percent.

Any national recession should be milder on Colorado than the nation as a whole. The state has far
less exposure in industries with substantial excess capacity such as autos, aircraft manufacturing,
chemicals, semiconductors, paper products, and textiles. Colorado has diversified substantialy
from its historica reliance on the extractive industries and now has a substantial manufacturing
presence in high-tech manufacturing, telecommunications, and a growing software industry.
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If one industry in the state has been hurt by the Asian crisis it is agriculture. The magjority of
agricultural sales and income is from cattle, wheat, and corn. Producers of these commodities are
dependent upon export markets. The U.S. Department of Agriculture projects a 5.0 percent
decline in Colorado farm income for 1998.

Slower economic activity is seen for the state in 1999. Export markets will be weak because of the
Asian crisis, the costs of living and doing business in Colorado have increased, business is finding it
difficult to attract qualified workers, and a slowdown is anticipated for the construction industry,
especidly in the non-residential sector.

YEAR 2000 COMPLIANCE

The gtate currently has initiatives underway to address the potential impact the Y ear 2000 Problem will
have on the information technology of the state. This problem is the result of many of the state’ s existing
information technology applications having atwo-digit indicator but not a century indicator. The Stateis
actively addressing the Year 2000 Problem. If the current progress continues the Year 2000 project
should be completed as planned. However, the Year 2000 project is very large and unexpected
difficulties could be encountered. Further, the state has no control over the Year 2000 remediation
efforts of mgor service providers of the Sate. It is possble, therefore, that even if the state were fully
Y ear 2000 compliant service providers of the state could adversely affect the state’ sbusiness. Thus, the
date is unable to provide any assurances, guarantees or warranties regarding Year 2000 matters.
Progressinformation can be viewed on the state’ s web Ste at www.state.co.us’Y 2K.

MAJOR GOVERNMENT INITIATIVES

Between 1987 and 1997 the vehicle miles traveled on state highways rose 37.3 percent while the state's
population increased 19.3 percent in the same period. Due to demand for improved transportation and
relief from traffic congestion, for a ten year period beginning July 1, 1997, the state will alocate 10
percent of the Generd Fund sdles tax to the Highway Users Tax Fund (HUTF). During Fisca Year
1997-98, $154.6 million was dlocated to the HUTF.

The state completed implementing the Electronic Benefits Transfer System for socia assstance benefits
as mandated by the federad government.

The Generd Assembly submitted a referendum for the November 4, 1998 generd eection for
continuation of a 0.1 percent saes tax in the Denver metropolitan area to build a new football stadium.
The same tax was used to build Coors Stadium, the current home of the Colorado Rockies Basebdll
Team.

The General Assembly aso submitted a referendum for the November 4, 1998 generd dection that if
approved would dlow the state to retain $200 million of the TABOR revenue surplus for each of the
next five years.

12



BUDGETARY CONTROLSAND ACCOUNTING SYSTEMS

The annua budget of the state for ongoing programs, except for federal and custodia funds, is enacted
by the Genera Assembly. New programs are funded for the first time in the enabling legidation and
continued through the Long Appropriations Act in future periods. For the most part, appropriations
lapse a the end of the fiscal year unless the state controller approves an appropriation roll-forward
required by extenuating circumstances. Capital construction appropriations are normaly effective for
three years.

The budget is recorded in the state's accounting system aong with federal awards and custodia funds of
the various departments. Encumbrances are aso recorded and result in a reduction of the budget
authority. Encumbrances represent the estimated amount of expenditures that will be incurred when
outdanding purchase orders are filled or contracts or other commitments are fulfilled. Open
encumbrances in the Generd Fund are not reported as a reservation of fund baance unless the rdated
appropriations are approved for roll-forward to the subsequent fiscal year. Fund baance is reserved for
open encumbrances that represent lega or contractua obligations in the Capital Projects Fund and the
Department of Trangportation’s portion of the Speciad Revenue Fund.

The state's financiad records for governmental type funds are accounted for on a modified accrua bass
with the revenues recorded when available and measurable, while expenditures are recorded when goods
or services are received or a liability is expected to be liquidated from current available resources.
Accounting records for proprietary and fiduciary type funds are maintained on the full accrud basis. That
is, revenues are recorded when earned, and expenses, including depreciation, are recorded when
incurred.

In developing the state's accounting system, consideration has been given to the adequacy of interna
accounting controls. Internal accounting controls are designed to provide reasonable, but not absolute,
assurance regarding the safeguarding of assets againgt loss from unauthorized use or disposition. Those
controls aso assure the rdiability of financia records for preparing financid statements and maintaining
the accountability for assets.

The concept of reasonable assurance recognizes that the cost of a control should not exceed the benefits
likely to be derived from that control. The evauation of costs and benefits requires estimates and
judgments by management. All interna control evaluations occur within this framework. We bdlieve
that the state'sinterna accounting controls adequately safeguard assets and provide reasonable assurance
of proper recording of financia transactions.

FINANCIAL OVERVIEW

Fiscd year 1997-98 is thefifth year of state operations under the TABOR revenue limitations (Article X,
Section 20 of the gtate’s congtitution). With certain exceptions, the rate of growth of state revenuesis
limited to the combination of the percentage change in the state€'s population and inflation based on the
Denver-Boulder CPI-Urban index. The exceptions include federd funds, gifts and donations, sales of
property, refunds, damage recoveries, and transfers.
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Revenues collected in excess of the limitation must be returned to the citizens unless a vote a the annual
election in November dlows the state to retain the surplus. TABOR dso limits the Generd Assembly’s
ability to rase taxes. With the exception of a declared emergency, taxes can only be raised by a vote of
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the people at the annud dection.

In the first three years of operation
the state had not exceeded the
limitation for revenues. In Fiscd
Year 1997-98 and 1996-97, state
revenues exceeded the TABOR
limitation by $563.2 million and
$139.0 million, respectively. The
date recorded a liahility in the
Gengd Fund a June 30, 1998
and 1997, for these amounts. See
Note VI-D Sdes Tax Refund, in
the notes to the financid
satements for additiona details.

As the above chart indicates, the
Office of State Planning and

Budgeting forecasts larger revenues than the TABOR amendment alows unless there is a reduction in
taxes and/or fees collected by the state. It should be noted that the Fisca Year 1998-99 TABOR
Revenue Limitation is 2.7 percent below the pre-refund actua revenuesfor Fiscal Year 1997-98.

The current combined balance sheet for the state's primary government shows total assets of $12,356
million and liabilities of $3,744 million. Under current accounting principles this difference of $8,612

TOTAL REVENUESAND OTHER FINANCING SOURCES
TOTAL EXPENDITURESEXPENSES AND OTHER
MILLIONS FINANCING USES

million is the financid equity
that the citizens of Colorado
have in their state government.
The state's current accounting
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practices do not include the
recording of infrastructure on
the state's books. Thus, the
recorded equity is exclusve of
such assts as  highways,
bridges, and parks. Similarly,
there is no recording of the
estimated cost to maintain those
assets.

Totd revenues and other
financing sources for the
primary government, excluding
operating trandersin  and

excess TABOR revenues, were $11,713 million and $11,134 million in Fiscal Y ears 1997-98 and 1996-
97, respectively. Total expenditures/expenses and financing uses, excluding operating transfers-out and
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the TABOR refund liability in Fiscd Year 1996-97, were $11,312 million and $10,587 million for each
of the same periods.

Various fund equity accounts, were larger at the end of the year than at the beginning, primarily because
revenues, other financing sources, and transfers-in exceeded expenditures, other financing uses, and
transfers-out for Fiscal Year 1997-98. The equities of the governmentd fund types rose $38.5 million,
the combined fund equities of the colleges and universities increased by $282.2 million, and the Trust
Funds had an increase of $121.8 million, excluding the Invesment Trust Fund created by the
implementation of a new accounting pronouncement.

GENERAL FUND ACTIVITIES

The Generd Fund isthe focal point in determining the state’ s financial position. This fund accounts for
al revenues and expenditures that are not required by law to be accounted for in other funds. Revenues
of the General Fund condst of two broad categories, generd purpose revenues and augmenting
revenues. Generad purpose revenues are taxes, fines, and other smilar sources that are raised without
regard to how they will be spent. Augmenting revenues consist of federd funds, transfers-in, cash fees
and charges, or specific user taxes. Augmenting revenues are usudly restricted as to how they can be
spent.

In the CAFR, dl datements

depicting the Generd Fund in GENERAL PURPOSE

the Generd Purpose Financid REVENUESBY SOURCE

Statements  Section  include

general purpose and augmenting Individual

revenues.  The Schedule of T Other Taxes
Revenues, Expenditures, and Corporate
Changes in General Fund Income Tax
Surplus, Budget and Actual, Insurance T ax

presented in the Combining

. ) Sales, Usg, &
Financid Statements and Excise Taxes

Schedules Section, includes only
the generd purpose revenues
and expenditures supported by
those revenues.

Interest

Other
Beginning in Fiscd Year 1997-
98, the state began dlocating 10 percent of the Generad Fund sales and use tax revenues to the Highway
Users Tax Fund (HUTF). These revenues, which amounted to $154.6 million in Fiscal Year 1997-98,
are no longer recorded as genera purpose revenues.

Generd purpose revenues for Fisca Years 1997-98 and 1996-97 were $5,244 million and $4,679
million, respectively. Sales and use taxes decreased by $34.2 miillion or 2.4 percent because of the
dlocation to HUTF. Individua income taxes increased by $479.1 million or 18.6 percent. This large
increase in income taxes demonsgtrates the continued hedth of the Colorado economy and continued
robust job and population growth in the state during Fiscal Y ear 1997-98.
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Tota expenditures and transfers-out funded from genera purpose revenues during Fisca Y ears 1997-98
and 1996-97 were $4,724 million and $4,534 million, respectively. The Departments of Education,
Hedlth Care Policy and Financing, Higher Education, and Human Services accounted for approximately

EXPENDITURESBY FUNCTION FROM
GENERAL PURPOSE REVENUES

Natural Transportation
Resour ces Social Capita
\ Assistance Construction
Public Safety <@ General
Gover nment

Health &
Rehabilitation

Business,
Community &
Consumer
Affairs

N~

79.5 percent of dl Fiscd Year
1997-98 generd  funded
expenditures. Of the depart-
ments with substantia generd
funded expenditures, the
Department of Revenue had
the largest annua percentage
increase a 33.2 percent over
the previous year. Thisis due
to the subdtitution of generd
purpose revenues for HUTF
revenues in funding dements
of the department such as the
Motor Vehicle Divison. For
the last severd years the
Department of Corrections

has been the fastest growing generd funded department. Its expenditures financed by generd purpose

revenues grew by 15.6 percent over Fiscal Year 1996-97.

In addition to TABOR revenue limitations mentioned under the section “Financid Overview”, the total
annual increases in genera funded expenditures are limited to 6 percent over the previous year with
certain adjusments. The primary adjustments are for changes in federd mandates and lawsuits againgt

RESERVED AND UNRESERVED
GENERAL FUND FUND BALANCE

$8007
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the state. This limitation is
controlled  through  the
legidative budget process.

The "Unreserved" title, in the
fund equity section of the

Gengg)d Fund on the
Combined Balance Sheet of
the Generd Purpose

Financid Statements, relates
to the accumulated net
genera  purpose revenues.
The cumulative net augment-
ing revenues are represented

& "Resarved For Other
Specific Purposss”  Aug-
menting revenues of the

Generd Fund were $2,128

million and $2,089 million in Fiscd Year 1997-98 and 1996-97, respectivdly. Federa grants and
contracts made up 87.8 percent and 88.4 percent of this amount in each respective fiscal year. The
remainder is cash funds, which consst of revenues of specific programsthat are statutorily restricted.
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During Fisca Y ears 1993-94 and 1994-95 a portion of the fund balance was reserved for emergencies as
required by Article X, Section 20 (TABOR) of the state congtitution. Beginning with Fiscal Year 1995
96, a portion of the fund baance of the Controlled Maintenance Trust Fund is designated by the
legidature asthe TABOR emergency reserve.

Beginning in Fiscal Year 1995-96, the date controller reserved an amount equal to the Satutorily
required four percent of Genera Fund appropriation. Prior to that year the four percent reserve was
determined during the gppropriation process but was not formally recognized in the financid statements.

PROPRIETARY OPERATIONS

Proprietary type funds are accounted for using the full accrua basis of accounting as would a private
busness. Their operations have many of the attributes of a business in that their revenue relaes to the
provison of goods or services to the state or to the generd public. Capitad investments of these
operations are recorded within the fund and depreciation is recorded using methods similar to private
enterprise. Proprietary funds consist of enterprise funds that provide services to the citizens of the State,
and internd service fundsthat provide servicesto the state government.

For Fisca Year 1997-98, proprigtary fund types had an equity increase of $134,221. The
Teecommunications Interna Service Fund received $114,074 of fixed assets and the State Nursing
Homes Enterprise Fund received $95,541 of fixed assets funded by the Capital Construction Fund. The
Highway Fund, a specia revenue fund, transferred $113,813 to the Highways Interna Service Fund.

Tota fund equity for the proprietary funds at June 30, 1998 and June 30, 1997, were $109.4 million and
$109.2 million, respectively. Operating revenues for the proprietary operations were $685.3 million for
Fisca Year 1997-98 and $648.6 million for Fisca Year 1996-97. Operating expenses were $640.8
million and $608.6 million, respectively. During Fiscd Year 1997-98, the mgor trandfers from the
Lottery Fund were $35.5 million to the Conservation Trust Fund and $8.9 million to the Wildlife Fund.
In addition, $53.0 million was distributed from the Lottery Fund's net proceeds to the Great Outdoors
Colorado Trust Fund, a congtitutionally created public authority.

DEBT ADMINISTRATION

The State of Colorado is prohibited by its congtitution from incurring any genera obligation debt. Many
higher education ingitutions have issued bonds and notes with revenues pledged from specific user
payments to retire these bonds and notes. Additiona information is provided in the footnotes to the
generd purpose financia statements and the statistical section of this report.

CASH MANAGEMENT

Statutes permit the state treasurer to invest cash not needed immediately to pay obligations of the State.
These investments may consst of obligations of the United States, commercia paper of prime qudity,
repurchase agreements, bank acceptance agreements, and other investment insruments. The date
treasurer a0 invests the funds of the Colorado Water Resources and Power Development Authority, a
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component unit, and the Great Outdoors Colorado Trust Fund. At June 30, 1998, the state treasurer
held the following invessments at fair value:

Amount in

Investment Type Millions

United States Treasury and Agencies $1,743.7
Asset Backed Securities 869.6
Mortgages 351.3
Commercia Paper 558.2
Bankers Acceptance 76.9
Corporate Bonds 558.5
TOTAL $4,158.2

Included above is $772.1 million belonging to the Colorado Compensation Insurance Authority that the
date treasurer maintains in a separate investment trust fund. The financial statements of that fund are
included in this report.

RISK MANAGEMENT

The date sdf-insures its agencies, officids, and employees for the risks of losses for generd liability,
motor vehicle ligbility, workers compensation, and medica clams. The state uses the General Fund and
the Genera Long-Term Debt Account Group to account for the risk management function including
operations and for dl clams or judgments except for employee medicd clams. (See Notes I-E, IV-D,
and IV-F to the Generd Purpose Financia Statements). Medicd clams for officids and employees are
managed through the State Employees and Officias Insurance Fund, an internad service fund. Property
clams are not saf-insured, as the state has purchased insurance. (See Note IV-F to the Generd Purpose
Financid Statements.)

The Regents of the University of Colorado are salf-insured for workers compensation, auto, genera and
property liability, and officid’s and employee's medicd clams. The universty’s medical clams are
handled by athird party through a contractua agreement. The university has aso purchased stop-loss
insurance for individud medicd clams in excess of $500,000. (See Note IV-F to the Generd Purpose
Financid Statements.)

INDEPENDENT AUDIT

The audit of the Genera Purpose Financid Statements was performed by the state auditor. The opinion
of the auditor is on page 25 of this report preceding the financial statements. Besides an audit of the
datewide financid statements, the auditor will from time to time audit the financid Statements and
operations of various departments and ingtitutions within state government.

In 1996, the United States Congress amended the Single Audit Act of 1984. The amended act
clarifies the state's and the auditor’s responsibility for ensuring that the use and accounting for
federal moneys is proper. Under the requirements of this act, transactions of major federa
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programs are tested. The state prepares a Schedule of Expenditures of Federal Awards for
inclusion in the state auditor’'s Statewide Single Audit Report. The state auditor issues reports on
the schedule, the financial statements, interna controls, and compliance with the requirements of
federal assistance programs.

CERTIFICATE OF ACHIEVEMENT

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a
Certificate of Achievement for Excellencein Financid Reporting to the Sate for the Fisca Y ear 1996-97
Comprehensive Annud Financial Report. The Certificate of Achievement is a prestigious nationd award
which recognizes conformance with the highest standards for preparation of state and loca government
financid reports. Thisisthefirst year that the Sate has received this award.
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